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Since 1996, the push to sell off state firms has gained new momentum in most Latin America
countries, following a lull in the privatization process during 1995. Although governments are still
selling assets across the board, the sale of electric enterprises and the privatization of state pension
systems are attracting special attention. Nevertheless, opposition to privatization is growing in many
countries, leading to violent clashes with authorities in some cases.
Although the sale of state firms began in the early 1980s, the effort to modernize the state by
opening strategic productive sectors to private investors gained unprecedented momentum in
the early 1990s, as most regional governments began to openly embrace neoliberal economic
reforms. From 1990-1995, Latin American countries sold more than US$60 billion in state assets,
with particularly aggressive privatization thrusts in some of the larger economies, such as Mexico,
Argentina, Chile, Colombia, and Peru.
The privatization process peaked, however, in 1993-1994. By 1995, the drive to divest public property
had slowed substantially. That year, regional governments sold slightly more than US$9 billion in
assets, about half the amount earned annually from privatizations in 1993 and 1994.

Record income expected in 1997
Nevertheless, in early 1996 the privatization process began to pick up again, as governments that
had already sold many of their assets launched a new push to divest of their remaining enterprises,
and governments that had previously embraced privatization only marginally began a major
thrust to sell off state firms. In 1996, privatizations earned a total of US$14.635 billion throughout
Latin America, representing a 58% increase in income compared with 1995. And, in 1997, regional
governments are expected to earn a total of US$23.7 billion from the sale of state firms a 62%
increase compared with 1996 and the highest amount ever earned from privatizations in a single
year since the privatization process began. according to a new report from the Santiago Chamber of
Commerce.
From 1996-2000, a total of at least US$70 billion is expected to be generated from privatizations,
about US$10 billion more than during the first half of the decade. Particularly noteworthy is the
growing participation of Latin American investors in the sale of state firms, which is pushing
investors from countries outside the region into a secondary role. In 1996, for example, Chilean
investors were the principal buyers of state firms, contributing US$2.344 billion, or 16%, to the total
earned from privatizations that year. Brazilian capital was the runner up with US$2.227 billion
invested, followed by the US in third place with US$2 billion, and Peruvian capital in fourth place
with US$1.297 billion.
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Electric utilities & pension-system sales move to center stage
Although the sale of productive enterprises, such as mining and industrial complexes, continues to
account for a significant portion of the privatizations, the lion's share of current income is from the
sale of electric utilities. In 1996, the sale of electricity generation and distribution systems accounted
for 50% of the US$14.635 billion earned in the privatization process. This year, huge electricity
systems are again being placed on the auction bloc. In late April, for example, Argentina sold three
distribution networks in the province of Buenos Aires to US, British, and Argentine firms for a total
of US$970 million. By June, the government also expects to sell off the generating firms that supply
those distribution systems, which form part of the Empresa Social de Energia de Buenos Aires
(ESEBA).
Also, in Colombia on May 16, the government sold a 57% stake in the largest electric generation
and distribution firm in the west of the country, the Empresa de Energia del Pacifico SA (EPSA).
The government earned US$535 million from the sale, which was awarded to Houston Industries,
a subsidiary of the US firm Houston Light and Power. Meanwhile, although the income earned
is insignificant compared with other sectors, the privatization of state pension systems in most
Latin American countries is also gaining special attention, since it represents a revolution in the
management of retirement accounts throughout the region. Chile was the first nation to privatize its
system in 1981, and the success of the Chilean program has encouraged most other nations in the
region to follow suit.
In addition to Chile, pension systems have been reformed in Argentina, Bolivia, Colombia, Mexico,
Peru, and Uruguay, allowing private firms to either wholly manage retirement accounts, or in
many cases permitting them to compete with state systems. For their part, Brazil, Costa Rica, El
Salvador, Ecuador, Honduras, and Paraguay are either in the design stage of pension reform or in
the early phase of implementation. As of year-end 1996, 11 million workers in Latin America had
been incorporated into private retirement systems.
During the next 18 months, another seven million workers are expected to sign up for private
accounts, including six million in Mexico, where pension reform is scheduled to take effect on July
1 (see SourceMex, 12/11/96 and 04/16/97). And, according to a recent study by Salomon Brothers, by
the year 2000, private firms are expected to manage some US$200 billion in retirement funds, with
the amount growing to US$600 billion by 2011.

Privatization generates broad, sometimes violent, opposition
In general, most regional governments claim privatization has brought huge benefits by producing
revenue that has helped stabilize local economies while making the industries targeted for
privatization more efficient.
Notwithstanding clear benefits in many cases, however, the push to sell off state assets is generating
a marked public backlash, since skepticism is growing over how real the benefits are. The
privatization of pension systems, for instance, has come under close scrutiny in recent months
given the rapid spread of such reforms throughout the region. In a new report on pension reform
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published in early April, the UN's Economic Commission for Latin America and the Caribbean
(ECLAC) highlighted some positive and negative aspects of privatization.
On the one hand, reforms have helped to insure the long- term solvency of the retirement system,
which has come under immense pressure in recent years because life expectancy in Latin America
has increased markedly. In addition, private retirement accounts have contributed to a rise in
domestic savings rates, which, in turn, have freed up funds for productive investment and helped
stabilize local economies.
On the other hand, the privatized systems have tended to exclude low-income earners especially
those people who are destitute and in need of subsidized pensions because the old system of
equitable "group contribution" to a centralized plan has been replaced by one based on individual
investments in personal accounts. And, according to ECLAC, the increase in domestic savings and
creation of new investment capital is greatly tempered by the tendency of fund administrators to
concentrate on short-term financial instruments and public- debt offerings that have little impact on
the formation of effective investment capital.
Meanwhile, although debate over pension reform remains somewhat muted, opposition to the
direct sale of state assets is practically exploding in some countries. Protests against privatization
programs by labor unions and other groups has gained momentum in most of the Central American
countries, and opposition demonstrations against the sale of state firms has at times paralyzed
productive activities in some South American countries, such as Bolivia (see NotiSur, 04/28/95,
08/30/96, 02/21/97).
In late April and early May, grassroots mobilizations against privatization reached new heights in
Brazil, where thousands of protestors demonstrated for days against the sale of the state-owned
mining company, Companhia Vale do Rio Doce (CVRD). On May 7, the government sold about
41% of shares in the company for US$3.15 billion on the Rio de Janeiro stock exchange, the largest
amount earned in a single privatization to date in Latin America (see NotiSur, 03/14/97). The sale
was postponed for nearly two weeks, however, because opposition groups submitted more than a
hundred legal challenges to the sale, forcing President Fernando Henrique Cardoso's administration
to employ an army of 120 lawyers to fight the appeals.
Meanwhile, some 5,000 protestors held a three-day vigil outside the stock exchange before the sale
took effect. In one violent clash on April 29, 24 people were injured when the protestors battled
with police in front of the exchange. "There is more skepticism all over Latin America regarding the
privatization process," read a recent editorial in the magazine America Economica. "The political
costs are very high, especially in those countries struggling to lower unemployment rates.
Various corruption scandals have also made it more difficult to sell the idea that the funds from
privatizations will indeed be used to correct public-sector deficits. All of these factors, combined
with presidents who are weaker than the administrations that initiated the privatization programs,
have fortified opposition movements. Now, before selling state enterprises, presidents must sell
the idea of privatization to the public." [Sources: Inter Press Service, 01/10/97, 03/20/97, 04/04/97;
Spanish news service EFE, 03/10/97, 04/09/97, 04/21/97, 04/22/97, 04/29/97, 05/08/97; The News
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(Mexico), 12/09/96, 05/09/97; Notimex, 03/06/97, 04/25/97, 05/13/97; Reuter, 04/25/97, 05/02/97,
05/06/97, 05/07/97, 05/09/97, 05/13/97, 05/16/97, 05/27/97; New York Times, 04/30/97, 05/30/97]
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